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CASSEL'S THEORETISCHE SOZIALOKONOMIE 1 

Professor Cassel's book on The Nature and Necessity 
of Interest 2 established his position as one of the leaders of 
thought in the field of economic theory. Theoretische Sozial- 
okonomie represents the completed program of which the 
earlier work was an installment, and which, as the author re- 
minds us, was sketched as early as 1899 in an article entitled 
"Grundriss einer elementaren Preislehre." It is properly to 
be described as a monumental work, and will disappoint none 
of the high expectations which those familiar with the earlier 
book and with the author's other previous writings in Ger- 
man and Swedish will approach a systematic treatise from his 
hand covering the entire field. The main object of the work 
is stated as the "repudiation (Abschaffung) of value theory" 
and erection of a complete theory of social economy on the 
basis of price alone. 

The general attitude of the work is, therefore, that of " pure 
theory" of the objective type, but the presentation is non- 
mathematical. It is characterized throughout by keen anal- 
ysis, rigorous deduction and carefully accurate statement. 
The author pays his respects in a short paragraph (p. 21) to 
the historical and descriptive method traditional in Germany, 
remarking that economic activity is forward and not back- 
ward looking, and consumes little space in justifying the use 
of hypotheses and assumptions which represent a simplifica- 
tion of the facts of life. His procedure is the familiar and 
unquestionably correct one of beginning with extremely 
simplified conditions and adding complications by stages, 
approaching by successive steps to the intricacies of actual 
phenomena. And he is fairly careful to state accurately and 
completely the assumptions with which he is working at any 
stage, to keep it clear to himself and the reader what factors 

1. Gustav Cassel, Theoretische Sozialdkonomie. Leipsic, C. F. Winter, 1918. 
Pp. sai, 682. 

2. London, 1903. 
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are assumed to be given and what are variable. In short, the 
author has, in the reviewer's opinion, adopted the most fruit- 
ful method of investigation of theory problems and used it 
with the highest ability and skill; he has written just the sort 
of book the reviewer would have liked to write. With this 
statement as a background it will be permissible in a brief 
sketch to select for notice mainly from the more important 
points at which the author's theories, or at least his state- 
ment of them, seem open to difference of opinion. 

To begin with, the "repudiation of value theory" is very 
good, and the writer is altogether in favor of it — for the first 
stage in the discussion of economic problems. But should it 
not be kept in mind also that the ultimate object of economic 
theorizing is a criticism in ethical and human terms of the 
workings of the economic machine, and that a theory of value 
as well as price is indispensable? A correct understanding 
of the mere mechanics of the price system is undoubtedly the 
first desideratum, and for this purpose it should be described 
as far as possible in terms which beg no questions as to ap- 
proval or condemnation but merely show how the system 
works. For our part the conviction grows that value (i. e., 
utility) theory is misplaced and perhaps mishandled in the 
conventional economics, but none the less is necessary. 
Equally requisite to the human purposes of the science are: 
(a) a pure mechanics of exchange relations, written in be- 
havioristic terms, setting forth the cause-and-effect relations 
of a system of pure free enterprise, and (b) a critique of the 
workings of such a system, in which value relations are made 
as explicit as possible and standards formulated on the basis 
of a sound philosophy of social ethics. The most serious cri- 
ticism to be made against most of our economic literature is 
that through uncritically mixing these two points of view the 
results in both fields are foggy or fallacious. The critique, in- 
deed, which characteristically runs in the form of a naive 
apologetics, is largely fallacious. Economists have been too 
much inclined to manufacture an ethic of their own to suit 
their special scientific bias, and the resulting quantity-of- 
pleasure theory is now happily making way for a sounder 
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psychology. Even Mill never understood his own ethical posi- 
tion, which was in reality a thorogoing idealism, forced into 
the false terminology of hedonism. 

Again, Professor Cassel seems rather to put himself out to 
contrast his position with that of the classical economists, and 
Marshall in particular. In most instances the reviewer is in 
sympathy with the author's position: it would have been bet- 
ter to put the matter in the way he puts it. But the real issue 
is not usually vital if allowance is made for crudity of state- 
ment by the earlier writers. Especially it is not necessary to 
disagree sharply with Marshall in order to agree with Cassel 
where he is criticized by the latter. As everyone understands, 
Marshall shows a deliberate preference for cautious, not to 
say "loose" forms of expression, on the ground that they are 
more descriptive of reality. The world is like that rather 
than like the rigorous, sharply definite propositions of the 
logician. One who disagrees with this conception of the 
method of theory, as does the present writer also for reasons 
which it would be out of place to develop here, should still 
appreciate the force of the argument in its favor. And surely 
no reader of Marshall's appendices, notably the Mathe- 
matical Appendix and his remarks on the use of the mathe- 
matical method, can imagine that his literary style was not 
deliberately adopted or that it resulted from lack of capacity 
or inclination to reason closely. 

At some points also, as in the treatment of the Principle of 
Substitution, of which both authors rightly make so much in 
the theory of distribution, Marshall is, of the two, closer to 
fundamentals. In the discussion of rent, too, Marshall has in 
substance if not in form much more effectively broken with 
the older classical tradition and is correspondingly nearer to 
"sound doctrine." A somewhat broader (and less modest) 
handling of his notion of quasi-rent by Marshall would elim- 
inate the old doctrine of land rent altogether, except as a 
limiting concept, and this is undoubtedly what needs to be 
done. Cassel seems to be unaware that the "differential 
principle" has long since been shown to apply to one dis- 
tributive share as well as another and hence to tell us nothing 
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about any of them beyond the nonsensical statement that 
one factor gets what is left of the product after the other fac- 
tors are paid, and also that when stated in a form to avoid 
this truism it is identical with the principle of imputation 
which he rejects. 

This doctrine of imputation or distribution on the basis 
of specific contribution to product is treated (pp. 88, 89) as 
resting on the same foundation as the doctrine of marginal 
utility, which is summarily disposed of (p. 67 f.). To the pres- 
ent writer there seems to be a real and very important differ- 
ence. The latter doctrine, at least in the form in which it is 
generally met with, involves the assumption that each addi- 
tion to consumption makes a determinate addition to the 
person's total quantity of satisfaction. But it is a part of that 
false hedonistic psychology which is now happily on the way 
to the discard that there is any such thing as a sum total of 
pleasure. We are learning to formulate our theories of con- 
duct either in frankly behavioristic terms, non-committal as 
to value relations, or else, if we enter the domain of conscious 
attitudes at all, to get nearer to the facts of the human value 
consciousness. 

The marginal contribution of a factor of production to the 
total social product stands on a different footing. The total 
here (measured in price terms of course) and the increment of 
product due to the cooperation of a small unit of productive 
factor are real physical magnitudes and entirely determinate 
under given conditions, even tho not accurately determinable 
in reality. Professor Cassel justly ridicules the socialistic ver- 
sion of the theory, which uses it to prove that labor produces 
all wealth, but his objections to the correct formulation in 
terms of small increments of the factors are weak. He says 
(pp. 147, 148) that the method manifestly fails when a factor 
is not divisible, or when the amount of it in use cannot be 
changed without simultaneously changing the amounts of the 
other factors with which it is combined. But when a factor is 
not divisible, as also when the total supply of a divisible factor 
is controlled as a unit, its share is the total amount of product 
dependent upon the use of the entire supply, and that under 
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private property and free contract it can get this remunera- 
tion is a plain matter of fact. If any indispensable factor 
were indivisible or monopolized, the owner would have the 
world by the throat, and an organization of production and 
distribution through free bargaining would be impossible. 

The second part of the objection also comes down to a ques- 
tion of fact, and the facts are patent to observation. There is 
practically no limit to the variability in the proportions in 
which productive agencies of different kinds can be employed 
in the system as a whole, and it is beside the point to observe 
that the addition of another man may not expedite the dig- 
ging of a grave. The proportions of the factors are alterable 
in two ways: first, they are usually very flexible in single 
industries and establishments, simply by changing the 
method of production used. There may be discontinuities in 
the displacement of one factor by another in a single industry, 
but hardly in society as a whole, or any considerable part of 
it. And besides, there is practically no limit to the variability 
of proportions in the system as a whole, even with fixed pro- 
portions in every single industry, through the relative expan- 
sion of one industry at the expense of another using the 
factors in different proportions. With either of these modes 
of variability operative, competition would work out an ap- 
portionment of income on the basis of marginal contributions; 
and in fact both are operative. 

The truth seems to be that Professor Cassel, like many 
other writers (notably Hobson) , has been led by ethical pre- 
possessions to deny a theory of the mechanics of distribution 
which it is not difficult to show has no ethical implications 
whatever, tho some of its sponsors (notably J. B. Clark) have 
thought it had. It is interesting too that the alternative 
theories proposed are rather readily shown to be reducible to 
identity with the marginal contribution theory. This is quite 
true of Professor Cassel, as it was of Wieser, who also threw 
specific productivity out of the window only to usher it in at 
the door in a rather thin disguise. 

Professor Cassel's own theory of distribution is to be found 
in his First Book (chapter IV, section 16; The Mechanism 
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of Price Fixation), and this part of his work is far superior to 
the Second Book, on The Prices of the Productive Factors, to 
which the foregoing criticism relates. The latter, very ably 
argued, is indeed rather conventional in its drift and con- 
clusions. About a third of it, the long chapter on interest, is 
substantially a condensation of the author's earlier book on 
this subject, referred to above. 

This short section of a dozen pages on price theory is the 
core of the whole book and represents a notable contribution. 
It is perhaps open to criticism for not going far enough along 
the line on which the author strikes out. In the first place, 
the whole of price theory is treated as a unit. It may be 
necessary for elementary exposition to separate the subject of 
"value" (the prices of consumption goods) from that of "dis- 
tribution" (the prices of productive services) and to assume 
that certain prices are subject to readjustment while others 
remain stationary, but the result is misleading. Economic 
theory has suffered too long from the practice of assuming 
"other things equal" under conditions where they cannot be 
so, i. e., from assuming factors constant which must be af- 
fected by the very change momentarily under discussion. 
Our author does start provisionally with simplified assump- 
tions, first that the supplies of all commodities are given, as 
also the demand preferences of individuals and their incomes. 
Then the demand for any commodity is a function of the 
prices of all the commodities in the system, not of one alone as 
generally stated. Thus we have as many equations as there 
are prices to be determined, with the prices as the only un- 
knowns. Then, introducing continuous production instead of 
given supplies, it is assumed that known amounts of each 
productive service are used in producing the different goods, 
and the prices of the productive services are found in terms of 
these amounts and of the prices of consumption goods. And 
so on. The argument is carried forward step by step, showing 
how with each new variable a new equation is introduced and 
so the conditions of solution maintained, and that in the sys- 
tem as a whole there are enough relations between the vari- 
ables to determine them all, in terms of each other. 
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But some of the author's reasoning is extremely hard to 
follow, and at one point it appears to break down. When the 
assumption as to fixed income for each person in the system is 
dropped and incomes become a new series of variables, an 
element of indeterminateness appears which the author at- 
tempts to circumvent by loading it into the form of the func- 
tions and the general theory of money. This is unconvincing, 
especially since it appears that there are no constants left in 
the system at all. But there is one set of constants in a static 
economic system, and that is the amounts of each productive 
factor owned by each person in the system. The overlooking 
of this element is in harmony with the author's general failure 
to emphasize the fact of private property as a fundamental 
feature of the economic order and a prerequisite to freedom of 
contract, and also with his overemphasis of the similarities 
between the principles of economics for a socialistic and for a 
competitive society. (The last might be called a "good 
fault," since the opposite error is the common one). 

A way around the difficulty of indeterminateness is pro- 
vided by using these absolute numbers which show the 
amounts of the productive factors in the society and the dis- 
tribution of their ownership, and by extending Professor 
Cassel's method and dropping altogether the assumption 
that any of the variables are provisionally constant. In 
formulating the demand functions it is in fact necessary to 
treat each individual in the system separately. Any one in- 
dividual's demand for any commodity is then a function of 
the prices of all commodities, and of that individual's money 
income. If there are N individuals in the system and n com- 
modities, there will obviously be Nn of these " psychological 
functions." Then if there are v productive factors in use 
there will be m> "technological functions" each expressing the 
marginal contribution of some one factor toward the produc- 
tion of some one commodity, as a function of the amounts of 
all the factors used in making that commodity. These tech- 
nological functions represent curves of diminishing produc- 
tivity, as the psychological functions represent curves of 
diminishing utility if the latter is regarded as having any 
foundation in reality. 
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Now reasoning of the conventional sort will establish that 
under free competition and static conditions the system will 
tend toward and ultimately will reach an equilibrium in 
which certain facts obtain, each of which may be stated in a 
series of equations : (a) the (money) income of each individ- 
ual is equal to his consumption, measured in price terms; 
(6) the amount of each commodity produced is equal to the 
amount consumed; (c) each productive factor is apportioned 
among the industries producing different commodities in 
such a way that the specific contributions of all its units are 
equal in price terms. If these series of equations are written 
down and the variables tabulated, inspection will show that 
there are enough relations to determine all the unknowns 
absolutely, i. e., in terms of the amounts of productive factors 
owned by all the persons. 3 Moreover, the system can easily 
be extended to cover progressive, or "dynamic" conditions 
(which Professor Cassel does not attempt) by simply writing 
the appropriate magnitudes as functions of time. 

The Third and Fourth Books of the treatise must be noticed 
briefly. The Third deals in an exhaustive and masterly fash- 
ion with Money, including bank credit and foreign exchange 
in their theoretical aspects. The section on Index Numbers is 
brief but acute. The author holds in the main to the "quan- 
tity theory," substantiating his position by a statistical study 
of world prices and the world supply of gold from 1850 to 
1910. For the long swing, he is emphatic : the essential cause 
of changes in the general price level is the "relative" supply 
of gold (p. 410). By relative supply he means the ratio be- 
tween the actual world supply and what the supply at the 
given date would have been if it had increased at a uniform 
ratio from 1850 to 1910. This "normal" supply is assumed to 
correspond to the "demand " for gold, i. e., the amount neces- 
sary to maintain a constant price level for the period, arguing 
from the fact that the price level of 1910 was virtually iden- 
tical with that of 1850. That is, the "demand for money" 

3. If the amount of service rendered by any factor does not bear a constant relation 
to the amount of the factor but is a function of its price, certain of the functions will be 
more complicated, but no new unknowns are introduced. 
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(T/V) is assumed to increase at a constant ratio; or more 
accurately the demand for gold, tho the relation between the 
two is not always clear. It is pointed out that the increase in 
T on the upward swing of a business cycle tends to lower 
prices, but that this is more than offset by the creation of new 
circulating medium by banks so that prices actually rise. 

We then pass (with the chapter on Foreign Trade as a sort 
of digression) into the Fourth Book, on The Theory of the 
Business Cycle, Konjunkturbewegungen. This is likely to be 
the most widely read and discussed division of the work. It is 
very unfortunate that publication was delayed for some five 
years after the manuscript was finished. In the meantime 
students of the subject have become familiar with Professor 
Wesley C. Mitchell's epoch-making study, equally careful 
and far more exhaustive and detailed, which our author ap- 
pears not to have seen. Professor Cassel's treatment is an 
analysis of what actually happens in the cycle, involving a 
study of statistics from the whole western world. Little at- 
tention is given to explaining the movement in terms of 
fundamental economic motives. 

There is no part of the book but will well repay careful 
reading. The student will appreciate the excellent printing in 
Roman type, and must marvel at the clear, readable style, 
bearing in mind that the author is writing in a foreign lan- 
guage and one in which those born to it do not always suc- 
ceed in making abstract reasoning easy to follow. The 
availability of the book for reference would be increased by 
an index or a more detailed table of contents. 

Frank H. Knight. 
State University op Iowa. 



